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President’s Report to Stockholders 

W E submit for your consideration the consolidated annual Balance 
Sheet and Summary of the Consolidated Income and Surplus for 
the year 1939; also comparative income statements for the five years 
beginning with 1935. 

The consolidated net earnings from operations are $771,310.33 less than 
they were in 1938 but $1,619,371.39 above 1937. The 1939 oat crop did not 
help our merchandising problems from a competitive or from a profit margin 
standpoint. We have had difficulty in getting a sufficient supply of quality 
oats for our Western mills and have been forced to pay during the fall 
months a considerable premium over the Chicago or Eastern market. This 
is one of the conditions which we have referred to in past reports that some 
years help us from an earning standpoint and some years work against us. 

Our Retirement Plan was placed in operation on September 1, 1938. 
Since that date a substantial number of our employees have retired from 
active service. The adoption of the Retirement Plan by our Company has 
given our people an old age protection and a feeling of security which is 
deeply appreciated and to which I believe they are entitled after giving 
their Company many years of faithful and efficient service. The Plan greatly 
assists the Management in the maintenance of an active and aggressive 
organization. In carrying out the Plan, we have paid during 1939 an addi¬ 
tional $1,028,427.29 toward the purchase of past service annuities. After 
adjustment for the income tax effect of this item, the charge to surplus 
was $858,736.79. 

We have from time to time in annual reports referred to the installation 
or purchase of plants in foreign countries and to the development of our 
foreign business. It has been and is an important item in our total operations. 
The following analysis will give an idea of distribution by countries, the per¬ 
centages shown being approximate averages reflecting recent years in relation 
to the total consolidated volume of business and net income: in ENGLAND 
and FRANCE — approximately 10%. This business consists in part of 
products manufactured in our subsidiary company factories in England and 
Holland but largely of products manufactured in Canada. So far our ship¬ 
ments from Canada to England are moving satisfactorily. In GERMANY — 
less than 1%. This business is entirely within Germany. No profits from the 
plant have been transferred for some years. HOLLAND, DENMARK and 
OTHER EUROPEAN NEUTRALS—approximately 3%. This business is 
almost entirely in products manufactured in our subsidiary plants located 
in Holland and Denmark. CANADA — approximately 10%. This business 
consists almost entirely of products manufactured in our two Canadian 
factories located at Peterborough, Ontario, and Saskatoon, Saskatchewan. 








A considerable part of the output of the Peterborough plant is shipped to 
Great Britain. ALL OTHER FOREIGN — approximately 3%. This business 
is distributed in the West Indies, Central America, South America, South 
Africa, and the Orient. Part of the product is manufactured in the United 
States and part in Canada. The remainder of our business is in products 
for domestic consumption in the United States, produced by our American 
mills. 

This year we have made certain changes in our balance sheet and income 
statements with respect to our foreign subsidiaries. These changes are fully 
explained in Notes 1 to 4. The item “Adjustment to market of securities and 
foreign net current assets” includes $252,864.17 to cover the exchange dis¬ 
count in Canadian current assets at the close of the year. 

After taking care of the charge of $858,736.79 for additional past service 
annuities and the usual minor adjustments to reserves, and dividends of 
$4,572,372.50, the surplus balance shows a decrease of $301,229.39. 

Total taxes paid or accrued in 1939 were $1,706,849.22, which is $2.43 
on each share of common stock or $415.50 for each employee. Fixed taxes, 
such as on real estate and personal property, and state franchise and license 
fees included in the above total, represent an increase of more than 100% 
since 1933. These steadily growing taxes and expenses increase our cost and 
reduce our profit unless we raise our price to the consumer. If we raise our 
prices the consumer’s purchasing power is reduced, and none of us wish 
this to happen. 

In the foreign fields our tonnage volume for 1939 shows encouraging 
growth. In Canada we are about 3% behind and in the United States about 
4% behind. With world conditions in the present troubled state, no one can 
forecast the future. The year 1940 starts quite satisfactorily. 

I believe our stockholders will be interested to know that during the 
year 1939 the Federal Surplus Commodities Corporation distributed 
approximately 108 million pounds of wheat and oat cereals. 

Again I want to express our appreciation and thanks to the fine, loyal 
Quaker men and women who do the work and carry the load. 

Once more we ask for the co-operation of our stockholders. If you want 
dividends, you should be willing and anxious to help our Company by using 
our products and telling your friends about them; 7,200 stockholders can do 
a lot of consuming and selling. We want and need your help. 

It is with deep regret that we record the death on February fifth of 
Mr. Thomas E. Wells, a member of our Board of Directors for nearly thirty 
years. Our Company has lost an able counsellor, and we, his associates, 
a loyal friend. 


Chicago, February 16, 1940. 


JOHN STUART 
President 








The Quaker 0 &\$ (pmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 


Consolidated Balance Sheet December 31, 1939 
Compared with 1938 


ASSETS 


CURRENT ASSETS: 


December 31, 1939 December 31, 1938 


Cash on hand and in banks . $ 4,628,109.04 

Accounts Receivable (less reserves). . . . 3,912,262.59 

Inventories of Grain, Materials, Prod¬ 
ucts and Supplies . 10,430,663.27 

Government Securities, direct and guar¬ 
anteed . 13,179,896.19 


State, County, and Municipal Securities 

$32,150,931.09 


$ 3,467,352.36 
3,270,053.06 

8,077,514.31 

16,175,835.21 

180,000.00 

$31,170,754.94 


OTHER RECEIVABLES AND INVESTMENTS: 


Investments in and advances to non- 
consolidated subsidiaries: 

Domestic—partially owned . $ 57,631.92 

Foreign . 1,643,765.65 

Stock Purchase and other indebtedness 

of employees . 67,404.12 

Company’s Capital Stock (for employ¬ 
ees) . 389,365.59 

Miscellaneous Investments . 21,277.50 


$ 2,179,444.78 


$ 58,211.25 

2,730,535.03 

78,653.83 

383,466.45 
21,402.50 
$ 3,272,269.06 


DEFERRED CHARGES: 

Insurance and other prepaid expenses . . $ 


312,751.01 $ 282,306.69 


LAND, BUILDINGS, MACHINERY, 

AND EQUIPMENT . $29,401,958.59 $29,116,934.71 

Less Depreciation Reserve. 14,21 1,037.32 13,696,247.00 

$15,190,921.27 $15,420,687.71 


TRADE MARKS, TRADE RIGHTS, 

PATENTS, AND GOODWILL. $10,13 5,506.07 $10,135, 506.07 

$59,969 ,554.22 $60,281,52 4.47 


See General Notes. 
























The Quaker Oats Company 

Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 


Consolidated Balance Sheet December 31, 1939 

Compared with 1938 


LIABILITIES 


CURRENT LIABILITIES: 


December 31, 1939 December 31, 1938 


Accounts Payable . $ 789,652.89 

Accrued Liabilities (taxes, wages and 

other compensation, advertising, etc.) 3,203,346.09 
Dividends declared, payable after De¬ 
cember 31._ 270,000.00 

$ 4,262,998.98 

DUE TO SUBSIDIARIES: 

Domestic—partially owned . $ 8,771.39 

Foreign . 340,035.47 

$ 348,806.86 

APPROPRIATED SURPLUS- RESERVES: 

For Inventory Shrinkage.$ 2,250,000.00 

For Advertising . 2,050,000.00 

For Insurance and Other Contingencies 1,310,904.60 
ForNonconsolidated Foreign Subsidiaries 259,679.33 

$ 5,870,583.93 

CAPITAL STOCK: 

Preferred, 6% Cumulative, 

shares of $100.00 each . $18,000,000.00 

Authorized 250,000 shares 
Issued 180,000 shares 

Common, no par value . 15.210,000.00 

Authorized 800,000 shares 

Issued 702,000 shares _ 

$33,210,000.00 

SURPLUS: 

$16,277,164.45 


$ 910,196.16 

3,464,277.01 

270,000.00 
$ 4,644,473.17 

$ 11,216.43 


$ 11,216.43 

$ 2,250,000.00 
2,050,000.00 
1,277,761.70 
259,679.33 
$ 5,837,441.03 


$18,000,000.00 


15,210,000.00 


$33,210,000.00 

$16,578,393.84 


$59,969,554.22 $60,281,524.47 


Balance, December 31 




























The Quaker O&ts Company 

(Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 

Summary of Consolidated Income and Surplus 

For the Year Ended December 31, 1939 


Year Ended 
December 31, 1939 

Consolidated earnings from operations, before depreciation $ 6,914,498.89 


Depreciation 

906.194.47 

Consolidated net earnings from operations 

$ 6,008,304.42 

Dividends from nonconsolidated foreign subsidiaries 

356,500.39 

Other dividends and interest received 

70,977.51 

Net income, before federal and foreign income and profits 
taxes 

$ 6,435,782.32 

Federal and foreign income and profits taxes 

1,012.930.10 

Net income for the year, before adjustments 

$ 5,422,852.22 

Adjustment of depreciation charges for prior years, 
less related adjustments ( credit) 


Adjustment to market of securities and foreign net 
current assets {credit) 

259,829.42 

Net income 

$ 5,163,022.80 

Surplus at beginning of year 

16,578,393.84 

Gross surplus 

$21,741,416.64 

Surplus charges: 

Past Service Retirement Annuities 

858,736.79 

Surplus reserves—net increase {decrease) 

33,142.90 

Dividends: Preferred stock 

1,074,607.50 

Common stock 

3,497,765.00 

Total dividends 

$ 4,572,372.50 

Surplus at end of year 

$16,277,164.45 


See General Notes. 



















The Quaker O&ts Company 

(Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 


Summary of Consolidated Income and Surplus 
For Previous Years 


Year Ended 
December 31, 1938 

Year Ended 
December 31, 1937 

$ 7,659,410.28 

$ 5,258,165.49 

879,795.53 

869,232.46 

$ 6,779,614.75 

$ 4,388,933.03 

124,439.77 

149,521.67 

130,997.49 

127,738.63 

$ 7,035,052.01 

$ 4,666,193.33 

1,154,184.12 

572,552.06 

$ 5,880,867.89 

$ 4,093,641.27 


94 <5 5 s -5° 

20 , 713.87 

31,773.85 

$ 5,901,581.76 

$ 4,156,425.92 

16,937,920.09 

17,392,577.42 

$22,839,501.85 

$21,549,003.34 

2,164,000.95 


I > I 74>75°-94 

38,835.25 

1,074,540.00 

1,074,483.00 

4,197,318.00 

3,497,765.00 

$ 5,271,858.00 

$ 4,572,248.00 

$16,578,393.84 

$16,937,920.09 


Year Ended 
December 31, 1936 

Year Ended 
December 31, 1935 

$ 7,675,048.09 

$ 5,787,845.55 

1,031,367.00 

1,007,893.85 

$ 6,643,681.09 

$ 4,779,951.70 

157,395.02 

161,217.07 

222,175.01 

253,985.07 

$ 7,023,251.12 

$ 5,195,153.84 

1,216,725.18 

624,842.57 

$ 5,806,525.94 

$ 4,570,311.27 


481 , 872.22 

45,786.24 

61 , 832.83 

$ 5,760,739.70 

$ 5,114,016.32 

16,934,268.41 

17,126.167.96 

$22,695,008.11 

$22,240,184.28 


33,112.69 

34,306.87 

1,074,447.00 

1,074,291.00 

4,194,871.00 

4,197,318.00 

$ 5,269,318.00 

$ 5,271,609.00 

$17,392,577.42 

$16,934,268.41 









































GENERAL NOTES 


NOTE 1 

Financial statements submitted in recent years have shown the results of including in 
consolidation foreign as well as domestic subsidiary companies. Because of the disturbed 
conditions overseas, the statements for 1939, and the comparative statements for prior 
years, have been prepared by consolidating with the parent company only the wholly-owned 
domestic and Canadian subsidiary companies. All other foreign subsidiary companies have 
been eliminated from the consolidation and the investment in and advances to those com¬ 
panies are carried at cost. The result of this elimination was to reduce the consolidated 
surplus as it appeared at December 31, 1938 from $16,938,472.53 to $16,578,393.84 for 
purposes of the revised statements as of that date. 

In the preparation of this report, foreign fixed assets have been shown at U.S. dollar cost 
at date of acquisition, less depreciation; other foreign assets have been converted into 
U. S. dollars at year-end rates of exchange. 


NOTE 2 

Assets in Canada included in the consolidation are as follows: 

December 31, 1939 


Current Assets. $3,787,178.87 

Current Liabilities. 569,789.47 

Net Current Assets. $3,217,389.40 

Deferred Charges. 29,161.36 

Fixed Assets, less depreciation. 2,289,502.88 

Total. $5,536,053.64 


December 31, 1938 
$4,150,807.86 
607,659.22 
$3,543,148.64 
28,367.68 
2,232,182.11 
$5,803,698.43 


NOTE 3 

A comparison of the cost of the investment in and advances to the nonconsolidated 
foreign subsidiary companies with the aggregate net worth of those companies is as follows: 


Cost (see Balance Sheet ) . 

Holdings of the subsidiaries: 

Current Assets . 

Current Liabilities . 

Net Current Assets. 

Due from parent company on current 

account . 

Deferred charges . 

Fixed Assets, less depreciation . 

Goodwill . 

Total . 

Less inter-company profit in inventories. 
Remainder — net worth of nonconsolida 
foreign subsidiary companies. 


December 31, 1939 

December 31, 1938 

$1,643,765.65 

$2,730,535.03 

$2,262,093.83 

$2,243,281.10 

1,878,087.00 

494,232.88 

$ 384,006.83 

$1,749,048.22 

340,035.47 

40,325.04 

38,868.69 

1,530,935.25 

1,550,839.95 

78,000.00 

117,000.00 

$2,373,302.59 

$3,455,756.86 

211,477.51 

258,260.48 

1 

$2,161,825.08 

$3,197,496.38 


NOTE 4 

In the summary of consolidated income and surplus for 1939, and in the comparative 
statements for prior years, dividends received from nonconsolidated foreign subsidiary 
companies have been taken up in lieu of the earnings heretofore consolidated. 

The Company’s equity in net earnings of nonconsolidated foreign subsidiary companies 
for 1939, was $427,599.85 before year-end exchange adjustments and $390,879.03 after 
such adjustments. The dividends received from those companies during 1939 were $356,500.39. 














































NOTE 5 


Inventories of Grain, Materials, Products and Supplies; Government Securities; and 
Company’s Capital Stock (for employees) are at cost or market, whichever is lower. 

NOTE 6 

The company’s contingent liability with respect to guarantees of obligations of non- 
consolidated foreign subsidiary companies under loan agreements, at December 31, 1939 
was $1,183,219.36 and at December 31, 1938 was $69,381.06. 

The company’s contingent liability with respect to foreign drafts discounted and open 
letters of credit at December 31, 1939 was $57,340.80 and at December 31, 1938 was 
$45,810.21. 

NOTE 7 

In accordance with the plan approved by the stockholders October 21, 1938, the com¬ 
pany made payments in 1939 of $1,028,427.29, (U. S. Funds) which together with previous 
payments make a total paid to December 31, 1939 of $3,620,045.19, for the purchase of 
Past Service Retirement Annuities for employees in the United States and Canada. Though 
the Company has no legal obligation to make further contemplated payments of approxi¬ 
mately $4,400,000.00, such payments may be made in the discretion of the Board of Directors. 

The expense of the above described payments, less the related income tax effect, is 
shown as charged directly to surplus. For comparison with prior years, the provisions for 
income and profits taxes for the respective years are stated before giving effect to the expense 
of Past Service Retirement Annuities; the tax effect, amounting in 1939 to $169,690.50, 
has been deducted from the related surplus charge. 


ACCOUNTANTS’ CERTIFICATE 

The Quaker Oats Company: 

We have examined the consolidated balance sheet of The Quaker Oats Company and 
its domestic and Canadian subsidiary companies as of December 31, 1939, and the summary 
of consolidated income and surplus for the year ended that date, have reviewed the systems 
of internal control and accounting procedures and have examined or tested accounting 
records and other evidence by methods and to the extent we deemed appropriate. As to 
inventories, the records were examined, the related procedure was reviewed, and the prices 
and computations were tested; the scope of the examination did not include physical tests 
of quantities which were certified to us by officials responsible therefor. Examinations of 
foreign subsidiaries not included in the consolidated statements have not been completed. 

In our opinion, the accompanying consolidated balance sheet and related summary of 
consolidated income and surplus fairly present the financial condition of the companies at 
December 31, 1939 and the results of their operations for the year ended that date, in 
conformity with generally accepted accounting principles followed by the companies on a 
basis consistent with that of the preceding year except for the exclusion of foreign subsidiary 
companies from the consolidated financial statements as explained in the accompanying notes. 


Chicago, February 9, 1940. 


(Signed) HASKINS & SELLS 
Certified Public Accountants 














